AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON NEWCASTLE 
MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1 . I have audited the accompanying financial statements of the Newcastle Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of financial 
performance, the statement of changes in net assets and the cash flow statement for the year 
then ended, and a summary of significant accounting policies and other explanatory notes, as 
set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Standards of Generally Recognised Accounting 
Practice (SA Standards of GRAP) and In the manner required by the Local Government: 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the 
Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). This responsibility 
includes designing, implementing and maintaining internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error; selecting and applying appropriate accounting policies; and making 
accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read with 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and section 
126 of the MFMA, my responsibility is to express an opinion on the financial statements based 
on my audit. 

4. 1 conducted my audit in accordance with International Standards on Auditing and General 
Notice 1 570 of 2009 issued in Government Gazeffe 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor . 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. Paragraph 1 1 ef seq. of GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were obtained and used in 
accordance with the legally adopted budget. As the budget reporting standard is not effective for 
this financial year, I have determined that my audit of any disclosures made by the Newcastle 
Municipality in this respect will be limited to reporting on non-compliance with this disclosure 
requirement. 
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for mTlJdtopinion'^'' ® appropriate to provide a basis 

Basis for qualified opinion 
Commitments 

8. Note 34 to the financial statements reflects the value of commitments (approved and contracted 
for) as R215,741 million (2009:Rnil) and the value of commitments (approved but not yet 
contracted for) as R1 1,384 million (2009: R167,261 million). As there was no contract^ 
management system in place for the identification and recognition of contracts sufficient 

audit evidence was not provided to support the disclosure, I was therefore unable to 
satisfy myself as to the completeness and obligation of commitments. 

Expenditure 

9. The municipality could not provide sufficient appropriate audit evidence to support expenditure 
incurred to the value of R38,319 million. There were no satisfactory alternative'^audrpmce^um^ 
mat could perform to obtain reasonable assurance that all expenditure was properly^ecorded 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to the 

peXmance^'^'^^'^^'^'^’ of expenditure as disclosed in the statement of financial 

Accumulated surplus 

10. fhe municjjality could not provide sufficient appropriate audit evidence to support journal 

'^35,948 million adjusting the accumulated surplus in the statement of changes in net 
assets. I was unable to confirm or verify by alternative means the accumulated surplus balance 
^°'^®®^oently, I did not obtain sufficient appropriate audit evidence toLtisfy myself 

^^crt^arsuX’bSf ‘ 


Opinion 

11. In my opinion, except for the effects of the matters described in the Basis for qualified opinion 
paragraph these financial statements present fairly, in ai) material respects, the financial 

r^^hT Municipality as at 30 June 2010 and its financial performance and its 

cash flows for the year then ended in accordance with SA Standards of GRAP and in the 
manner required by the MFMA and DoRA. 

Emphasis of matter 

1 2. I draw attention to the matter below. My opinion is not modified in respect of this matter: 
Restatement of corresponding figures 

^ “■ 30 ‘h® corresponding figures for the year ended 

30 June 2009 have been restated as a result of an error discovered during the 2009-10 year in 
the financial statements of the Newcastle Municipality relating to depreciation, property, plant 
and equipment, investment property and the revaluation reserve. 
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Fruitless and wasteful expenditure 

wastt?u 1 °exptnditoe f?tL°Se'‘oTRf 5 ' SorrSatina rth"'^""'‘^ 

scop, o, „* p; . '“ 

Irregular expenditure 

e^e?cl?ICre1o're°!^turoVR^^^^ municipality has incurred irregular 

pcc ^ „,»3rC2‘oSTS2c“S ?.S “T 

Additional matters 

Unaudited supplementary schedules 

statemeL and is'^releme^d as addfti'on°a" Sma’tbn 7 * financial 

accordingly I do not express an opinLn therl^n '^®®® schedules and 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Gazetfe 32*75^0/27^07^*7 200^1 indu7/beto/7y^Mn^^^^^^ Government 

predetermined objectives comoliance with th7f7i findings on the report on 
Municipal Systems Act of South Africa, 2000 (a 7 Nri2 of 
regulations and financial management (internal conbol) ^ ^ ^ 

Predetermined objectives 

“ *S' °" .. ..t 00, o„ p.,.. „ ,p „ „ 

»op<ompi,.„o. cap .„p 

FuncnopIPB 01 .00,, o„™i„„ „i,p „ p,rtp,„,„„ 

committee did not review quarterly reports of oerformf®'' 166(2)(a) of the MFMA, the audit 
effectiveness of the performance 

Internal auditing of performance measurements 

not audit and report on a regular bamis the perfo7,an7 *'’® did 

audit processes. ^ normance measurements as part of the internal 


21. 


22 . 
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Lack of implementation of the process plan 

23. Contrary to the requirements of section 28 of the MSA, the municipal council had not followed 

their approved process plan which details the timelines in writing to guide the planning drafting 
adoption and review of its integrated development plan (IDP). ’ 

Budget approved before the IDP 

24. The budget was approved before the IDP in contravention of regulation 6 of the Local 
Government Municipal Planning and Performance Management Regulations, 2001 which 
states that a municipality's IDP must inform the municipality's annual budget that must be based 
on the development priorities and objectives. 

Process of regular reporting 

25. Contrary to the requirements of section 41(1){e) of the MSA , the municipality had not 

es abhshed a process of regular reporting on performance against predetermined objectives to 
the council, other political structures, political office-bearers and staff of the municipality. 

Comparative targets 

26. Contrary to section 46(1) (e) of the MSA, the municipality had not prepared for each financial 
year a performance report reflecting a comparison of its performance and that of each externa! 
service provider with that of the previous financial year. 

Service level agreement with municipal entity 

27. In terms of section 93 C of the MSA, parent municipalities that have shared control of a 

a mutual agreement with the entity determining and regulating 
Tnd '^dicators and targets and the monitoring and review of these targets 

fpm, *tho Newcastle Municipality did not enter into an agreement with its municipal entity 
regulating these requirements since its inception. ^ ^ 

Inadequate content of IDP 

28. Contrary to the requirements of sections 26(i) and 41(1)(b) of the MSA and regulation 12 of the 
Municipa Planning and Performance Management Regulations, 2001, the IDP for the 
municipality did not include the key performance indicators and performance targets determined 
in terms of its performance management system. 

Usefulness of information 

29. The following criteria were used to assess the usefulness of the planned and reported 

performance: ^ 

. Consistency: Has the municipal entity reported on its performance with regard to its 
objectives, indicators and targets in its approved business plan. Are the objectives 
indicators and targets consistent between planning and reporting documents? 

. Relevance: Is there a clear and logical link between the objectives, outcomes outputs 
indicators and performance targets? ’ ^ 

. Measurability: Are objectives made measurable by means of indicators and targets'? Are 
indicators well defined and verifiable, and are targets specific, measurable, and time bound? 
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The following finding relates to the above criteria; 

Planned and reported performance targets not specific and measurable 


30. For the selected programme, technical services, the planned and reported targets were not: 

• specific in clearly identifying the nature and the required level of performance; and 

• measurable in identifying the required performance. 


Reliability of Information 

Reliability of reported performance information 

The following criteria were used to assess the reliability of the planned and reported 

performance: 

• Validity: Has the actual reported performance occurred and does it pertain to the entity, i.e. 
can the reported performance Information be traced back to the source data or 
documentation? 

« Accuracy; Amounts, numbers and other data relating to reported actual performance has 
been recorded and reported appropriately. 

. Completeness: All actual results and events that should have been recorded have been 
included in the reported performance information. 


The following audit findings relate to the above criteria: 

Reported targets not valid, accurate or complete when compared to source information 

31. For the selected programme, technical services. 51% of the reported targets were not valid 

accurate or complete on the basis of the source information or evidence provided to support the 
reported targets. 


Compliance with laws and regulation 
Municipal Finance Management Act 

Accounting officer did not adhere to his statutory responsibilities 

32. The accounting officer had not complied with his legislative responsibility of managing the 
financial administration of the municipality in terms of section 62(1) of the MFMA, as full and 

proper records were not kept and certain documentation could not be provided for audit 
purposes. 

33. Contrary to the requirements of section 64(2)(g) of the MFMA, the accounting officer did not 
ensure that interest was charged on arrear accounts. 

34. Contrary to the requirements of section 62(1) of the MFMA. the accounting officer did not 
ensure that the resources of the municipality were used effectively, efficiently and economically 
as there was no system in place to measure and monitor electricity losses incurred bv the 
municipality. 
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Expenditure was not paid within the parameters set by the applicable legislation 

35. Contrary to the requirements of section 65(2)(e) of the MFMA, expenditure was not paid within 
30 days of receipt of the relevant invoices, unless prescribed otherwise for certain categories of 
expenditure. 

The audit committee was not functioning properly 

36. Contrary to the requirements of section 166(2) (b) of the MFMA, the audit committee has not 
reviewed the financial statements. 

The municipality did not prepare financial statements in accordance with applicable 
legislation 

37. Contrary to the requirements of section 122(1) of the MFMA, the municipality did not prepare 
financial statements in accordance with the above section. The financial statements were 
subjected to material adjustments, subsequent to submission for audit purposes. 

Expenditure incurred could have been avoided resulting in fruitless and wasteful 
expenditure 

38. Contrary to the requirements of section 62(1)(d) of the MFMA, fruitless and wasteful 
expenditure, as defined in section 1 of the MFMA, to the value of R2,5 million was incurred as it 
could have been avoided had reasonable care been exercised. 


Municipal Systems Act 
Conflict of interest 

39. In terms of section 5A of schedule 2 of the MSA, persons appointed in terms of section 56 of the 
MSA or a municipal manager must declare their interest on an annual basis. Contrary to the 
requirements of the act, not all persons appointed in terms of section 56 have declared their 
interest. 

Municipal Supply Chain Management Regulations (SCM) GNR 868-30 May 2005 

Supply chain management legislative requirements were not implemented or adhered to 

40. Contrary to the requirements of the Municipal SCM Regulation 44. the municipality had awarded 
contracts to persons who were in the service of the state. 

41. Contrary to the requirements of the Municipal SCM Regulation 14 the municipality has not 
maintained an adequate list of accredited suppliers. 

42. Contrary to the requirements of the Municipal SCM Regulation 12{1)(c), certain goods and 
services of a transaction value between R10 000 and R200 000 were procured without inviting 
at least three written price quotations from accredited prospective providers. 

43. Contrary to the requirements of Municipal SCM Regulations 43(1), some awards were made to 
persons who have not submitted tax clearance certificate. 

44. Contrary to the requirement of section 1 16(3} of the MFMA, certain contracts were extended 
without going through the proper processes of the Municipal SCM regulations. 
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INTERNAL CONTROL 


45. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives as well as compliance with the MFMA, MSA and Municipal SCM 
regulations, but not for the purpose of expressing an opinion on the effectiveness of interna! 
control. 

46. The matters reported below are limited to the significant deficiencies regarding the basis for 
qualified opinion paragraph, the findings on the report on predetermined objectives and the 
findings on compliance with laws and regulations. 

Leadership 

47. Management’s philosophy and operating style did not promote effective control over reporting 
since management did not lead by example by ensuring that a proper document management 
system was in place. Management had also not set an environment that is conducive to good 
accountability and service delivery through integrity, competence and ethical behaviour. The 
accounting officer did also not exercise oversight responsibility over reporting and compliance 
with laws and regulations and internal control. 

48. Key officials were not available throughout the audit process and actions were not taken to 
address risks relating to the achievement of complete and accurate financial and performance 
reporting. 

49. Control weaknesses were not analysed and appropriate follow-up actions were not taken that 
addressed root causes and internal and external audit findings. 


Financiai and performance management 

50. The municipality did not have individuals who fully understand the financial reporting framework 
and performance reporting. There were also inadequate financial, performance management 
and document management in place. Pertinent information was not identified and captured in a 
form and time frame to support financial and performance reporting. The financial statements 
and performance information were subject to materia! amendments resulting from the audit. 

51 . The financial statements prepared by a consultant, and other information to be included in the 
annual report, were not reviewed for completeness and accuracy, by the appropriate level of 
mamanement, prior to submission for audit purposes. Requested information was not available 
and supplied without any significant delay. Manual or automated controls were not designed to 
ensure that the transactions have occurred, were authorised, and were completely and 
accurately processed. 

Governance 

52. Internal controls were not selected and developed to prevent / detect and correct materia! 
misstatements in financial reporting and reporting on predetermined objectives. A fraud 
prevention plan was not documented and used as per the requirements of applicable legislation. 

53. Ongoing monitoring and supervision was not undertaken to enable an assessment of the 
effectiveness of internal control over financial and performance reporting. Furthermore, there 
was decreased focus on matters related to financial and performance reporting. 

54. Implementation of internal and external audit recommendations was not monitored by the audit 
committee. In addition financial statements and performance reports were not reviewed by the 
audit committee. 
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OTHER REPORT 


Investigation 

55. An investigation is being conducted to probe the manner in which cheques to the value of 
R1 0,357 million were stolen from the municipality’s offices and presented for payment at a 
banking institution. 


Pietermarltzi:^urg 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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